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Kisy nCONOAIC INDICATORS 


All values in million Sri Lanka its. Exchange rate: 1974 USS = tise 6.55 
unless otherwise stated. 


Conversions: 1968-1972: Usb = ks. 5.95 
1972: Usd = Rs. 6.40 
1973: Usé = Rs. 6.47 
to its. 6.92 
B C August D* 
h 


1972 1973. 1974 _ Change 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Factor Cost Prices 11,829 12,662 15,154 N/A 
GNP at Constant (1959) Factor Prices**** 9,695 10,023 10,383 N/A 
Per Capita GNP, Constant Prices 766 769 781 N/A 
Gross Domestic Fixed Capital 

Formation (Current) 2,140 2,120 2,630 N/A 
Value Indus. Production (Current Pr.) 9256 §=2,442 2,651 N/A 
Labor Productivity: Value of 

Indus. Production per Man-Day*#* 96 N/A N/A 
Index of Real Wages Rates in Industry 

and Commerce (1952=100) 124.2 124.0 126.8 
Employment (year-end millions) N/A 3,550 N/A 
Unemployment Rate (4) 17.0 17.0 N/A 


MONEY AND PRICES 
Money Supply (December 31) 2,149 2,778 3,005* t8.2 
Public Debt Outstanding 8,773 10,263 11,853 +15.5 
External Debt 

Service Ratio to Export Earnings (4) 18.3 18.8 N/A -14.0 
Interest Rate on Commercial Bank 

Loans (%) - Maximum: 12.0 12.0 12.0 

Minimum: 6.5 6.5 6.5 

Colombo Cost of Living Index 

(1952=100) #4 141.9 165.4 189.9 


BALANCE OF PAYMENTS AND TRADE 

Net External Assets 456.0 801.2 725.5 

Balance of Payments +/- 1442.0 -1303.0 -239.0 N/A 

Balance of Trade +/- 39.2 -124.9 97.6 -549.4 
U.S. Share (2) 8.5 72 6.9 87 

Imports CIF 1985.6 2063.6 2714.7 2078.2 
U.S. Share: .(%) 5.1 77 91 3.0 


Footnotes: * 1972 to 1973 


i Price indexes used underestinate recent inflationary trends 


Sources: Central Bank of Ceylon Annual Report 
U.S. Department of Commerce; IBRD Reports 
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SUMMARY 


During the period October 1973 - October 1974, positive 
trends in Sri Lanka's economy included more constructive 
Government economic policies, increased domestic food 
production, and higher agricultural export prices. Power- 
ful negative developments, however, had greater impact. 
Sustained high world prices have substantially worsened 

the chronic balance of payments deficit. Domestic industri- 
al and export sector production has declined. There has 
been very little growth in gross national product, and 

real income has fallen. 


Faced with mounting trade and capital account deficits, 

the United Front coalition government announced in October 
1973 its determination to promote domestic food production, 
to cut subsidized distribution of food staples, and to 
pass rapidly rising import costs on to consumers. The 
traditional cushion Ceylonese consumers enjoyed from state 
subsidies was reduced substantially by the Government's 
cutting distribution and increasing prices of rationed 
foodstuffs, by the more than doubling of petroleum product 
prices in January 1974, and by the increase in rice paddy 
fertilizer prices over 300 percent in July 1974 in response 
to huge world price rises. 


The Government's forthright recognition of the necessity 

to increase domestic food production has had favorable 
results. Political leadership, greater agricultural inputs, 
and much better rainfall combined to increase 1973-74 rice 
production. Prospects for 1975 are uncertain because of 

late and erratic rainfall and high fertilizer costs. Sri 
Lanka is still far from self-sufficient in food and continues 
to import large quantities of rice, wheat flour, sugar, and 
protein foods in order to sustain a minimum national diet. 


In the key plantation export sector, tea, rubber, and coco- 
nut production and export volumes have continued to decline. 
In 1974 higher world market prices for all three crops have 
cut resulting losses in foreign exchange earnings. The 
Government has begun new programs to encourage plantation 
productivity. 


The price of crude oil remains a critical financial problem. 
An approximately 15 percent cut in domestic consumption and 
increased receipts from refined re-exports have reduced the 
net balance of payments damage. Exploration for oil is under 





way but commercial reserves are unconfirmed. Sri Lanka's 
small industrial sector increasingly suffers from severe 
lack of foreign exchange for raw materials and from low 
investment incentives. There has been some increase in 
foreign exchange earnings from non-traditional exports. 
Despite air fare and accommodation rate increases follow- 
ing the December 1973 oil crisis, tourism arrivals and 
foreign exchange earnings have risen somewhat. 


In recognition of the Government's pragmatic policy 
adjustments and of the country's clearly greater need 
because of external economic circumstances beyond its 
control, the multilateral financial institutions and 
certain western industrialized nations have increased 

their pledges and contributions of assistance in 1974 and 
for 1975. The Government's repeated appeals for assistance 
since January 1974 to oil-producing nations have produced 
financial aid. Communist countries have also increased 
their assistance. During 1974, potential western investors 
showed greater interest in Sri Lanka. The Government has 
encouraged their inquiries, but incentives and legal pro- 
tection offered to private foreign investment remain in- 
adequate. 


Like most developing and many developed nations, Sri Lanka 

in late 1974 is working to cope effectively with extremely 
adverse world economic conditions’ to which it is 
peculiarly vulnerable. A sustained national effort to 
increase domestic food, plantation, and industrial pro- 
duction, added to determined conservation of scarce financial 
resources, is essential to improve the nation's long-term 
growth record. Higher export earnings and substantial 
foreign assistance are necessary to arrest further rapid 
decline in national living standards. 


For American exporters and potential investors, Sri Lanka 
offers limited but worthwhile opportunities. The Govern- 
ment's policy of drastically limiting imports of most non- 
essentials and even certain necessities limits the market 
potential. Light manufactures, agricultural and fisheries 
equipment, and supplies for the expanding tourist industry 
are sales possibilities. With foreign assistance increasing, 
some project contract opportunities are likely. The Govern- 
ment is understood to be considering steps to improve the 
investment climate. Sri Lanka's productive potential, 
especially its well-educated, skilled work force, should be 
considered carefully by potential investors in labor-intensive 
export-oriented joint ventures utilizing local raw materials. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Sri Lanka Government Economic Policy, 1973-1974 


After taking office in 1970, the present United Front 
coalition government led by Prime Minister Mrs. Sirimavo 
Bandaranaike began a vigorous program to institutionalize 
a socialist, welfare-state economy and society. There 
was further nationalization of foreign and domestic 
private assets, backed by new laws giving the Government 
virtually complete latitude in controlling the economy. 
This basic economic and social philosophy has continued 
in 1974, mainly manifested by extensive land reform in 
the plantation sector. 


In late 1973 and 1974, the Government initiated and imple- 
mented policies reflecting a realistic appraisal of the 
country's domestic and external economic circumstances, 


A major element in Sri Lanka's basic economic policy 
over the years has been substantial subsidization of 
the national diet through rationed distribution below 
cost of rice, wheat flour, and other foodstuffs. With 


domestic food production lagging behine population growth 
and with world commodity prices rising almost geometrically 
since 1972, the Government was faced by mid-1973 with an 
intolerable financial burden in subsidizing not only food- 
stuffs but also other consumer necessities, 


In late September 1973, the Prime Minister told the 

nation that previously cheap imported food had encouraged 
successive Sri Lanka governments to neglect domestic food 
production. She committed the Government to a production 
drive aimed at achieving national food self-sufficiency, 
thus to eliminate food imports. In early October 1973, 

the Government cut rations and increased prices for rice 

and wheat flour. The politically sensitive free rice ration 
was reduced from 2 lbs. to 1 lb. per person per week. Since 
then the Government has pursued this new policy of austerity 
and flexibility to adjust quantities and prices of rationed 
wheat flour, bread, and sugar on a continuing basis. The 
result has been greater alignment of domestic pricing 

policy with inflating external costs. The approach was 

soon dramatically implemented again when petroleum product 
retail prices were more than doubled in January 1974 after 
oil-producing nations quadrupled crude prices in December 
1973. 





The Food Production Effort 


The Prime Minister and her Government have vigorously 
prosecuted the food production war. During the October/ 
November planting period for the 1973-1974 large or "Maha" 
paddy crop, she and several Cabinet Ministers visited every 
major rice-growing district to encourage farmers. From 
Government reports and from field observations, it was 
evident that a real effort was under way to increase acreage, 
agricultural inputs, and incentives to farmers, not only 
for paddy but for subsidiary crops such as manioc and sweet 
potatoes. More important, two years of drought eased in 
January 1974. Recently announced results for the crop 
harvested in March and April 1974 are summarized in the 
following table: 


Credit to 
Gross Acreage Rice 
Paddy Production Harvest Farmers 
(million bushels) (million acres) (millions 
MAHA of rupees) 


1973-74 52 million 1.29 (1.078 in 82.8 
high yield 
varieties) 


1972-73 42 million 1.90 (.890 in 
high yield 
varieties) 


(SOURCE: Census and Statistics Department) 


Although the Government has continued to stress food production, 
the campaign has suffered setbacks. Rainfall is uncertain and 
key inputs are now more costly. In July 1974 rapidly rising 
world fertilizer prices forced the Government to eliminate 

a long-standing 50 percent subsidy on fertilizer for paddy, 
effectively raising prices to farmers over 300 percent. Sri 
Lanka has made substantial progress in rice production in 
1974. Much more effort will be necessary, however, to reach 
self-sufficiency, which would require about 110 million 
bushels of paddy (about 1.6 million tons of milled rice) 
annually for the present population. 





Food Imports 


Despite reductions in rationed distribution and increases 
in domestic production, a national food gap still exists 
which can only be covered by very costly imports. For 
the next several years, the foreign exchange cost of food 
and the net domestic food subsidies will remain the most 
significant factors in the nation's finances. Compared 
to 1973, the 1974 net food subsidy will double to about 
Rs. 1,000 million, about one-fifth of budgeted government 
expenditures. Although the Government has been able to 
reduce food imports, especially of sugar, the financial 
impact of continuing high import levels in the face of 
sustained world commodity prices is clear from the follow- 
ing figures: 


MAJOR FOOD IMPORTS 
January-July 
1973 1974 
Rice 271,000 tons cost $33 mn 205,000 tons cost 
Flour 228,000 tons cost $37 mn 317,000 tons cost 
Sugar 101,000 tons cost $25 mn 21,000 tons cost 


Totals $96.9 mn 


For 1975, drought has reappeared as a serious constraint, 
and the rice crop outlook is not favorable. Sugar imports 
will remain severely restricted, but the Government will 
probably have to import rice and wheat flour at the same or 
higher levels. 


Crude Oil 


Although food costs are the largest drain on Sri Lanka's 
resources because of continued heavy dependence on imports, 
the 1974 rise in crude oil costs has been much more severe 
in percentage terms. The gross cost of mineral and chemical 
imports rose from Rs. 166 mn (US $24.9 mn) for the first 

six months of 1973 to Rs. 673 mn (US $100.1 mn) for the 

same period in 1974. Exports of naptha, ships bunkers, and 
other refined products during the same period rose from 

Rs. 20 mn (US $3 mn) to Rs. 125 mn (US $18.7 mn), partially 
offsetting increased costs. 





Plantation Sector Production and Traditional Export 
Performance 


Tea, rubber, and coconut products earn about 70 percent 
of Sri Lanka's foreign exchange from trade. In 1974 
these commodities enjoyed price increases on world mar- 
kets, but Sri Lanka has been unable to take full advan- 
tage because production and export volumes have continued 
their declining trend, as illustrated by the following 
figures: 


Tea-Rubber-Coconut 
Export Volumes and Foreign Exchange Earnings 


JANUARY-JULY 1973 JANUARY-JULY 1974 


271 mn lbs. earned 220 mn lbs. earned 
Rs. 747 mn (US $112 mn) Rs. 720 mn (US $108 mn) 


283 mn lbs. earned 184 mn lbs. earned 
Rs. 311 mn (US $46 mn) Rs. 519 mn (US $77 mn) 


Coconut 266 mn tons earned 238 mn lbs. earned 
Rs. 63 mn (US $9.4 mn) Rs. 194 mn (US $29 mn) 


Total three 
commodities Rs. 1,121 mn (US $167 mn) Rs. 1,433 mn (US $214 mn) 


Total For All 
Exports Rs. 1,440 mn (US $216 mn) Rs. 1,974 mn (US $296 mn) 


(SOURCE: Central Bank of Ceylon) 


The tea industry continues to be affected by decreasing 
profitability because of rising costs and essentially flat 
long-term world price trends. Another uncertainty has been 
the changing direction of Ceylonese tea trade. In 1968 the 
United States, United Kingdom, and other English-speaking 
countries bought 135,000 metric tons (m.t.) out of total 
exports of 208,000 m.t. while Pakistan, Egypt, and other 
Middle East countries purchased 41,000 m.t. In 1973 





the figures were: United States, United Kingdom, and 
others: 82,000 m.t.; Pakistan, Egypt, and others: 86,000 
m.t. out of a total of 205,000 metric tons. 


After an initial boom following the impact of oil prices 

on synthetics, world rubber prices have declined. As the 
figures show, however, higher prices more than compen- 
sated for lower volumes. A similar fall in coconut product 
export volumes was offset even more by higher world prices, 
especially for coconut oil. All three plantation products 
have been heavily affected by increasing costs and the 
short-term negative effect of land reform. Both rubber and 
coconut products still suffer the after-affects of wide- 
spread drought in 1972 and 1973. 


During the year the Government began programs to help each 
of the sectors deal with its special financial and technical 
problems. Under the Plantation Industries Ministry, a 

Rs. 625 mn ($95 million) program to subsidize reinvestment 
and essential imported inputs is under way. The Government 
has taken steps to encourage the rubber industry, including 
the provision of subsidies for replanting and new planting 
and for modernization and maintenance of rubber factories. 
Despite the incentive of higher prices, there is little 
prospect for any significant increase in coconut exports. 

As imported food costs rise, domestic coconut demand competes 
effectively for diminishing supplies. Further, land reform 
and prohibitive fertilizer costs have reduced yields. 


Non-traditional Exports and Industry 


The Government's policy has been to promote non-traditional 
exports in an effort to earn more foreign exchange and to 
diversify the economy. The extreme import constraints the 
Government has been forced to impose and the difficulties 
of penetrating or maintaining markets under current world 
economic conditions have had a heavy negative impact on 
most non-traditional exports. Comparing January-July 
figures for 1973 and 1974 published by the Central Bank, 
the values of exports of foods, beverages, tobacco, and 
textiles have all fallen. The total earnings for the two 
periods have increased from Rs. 39 mn ($5.8 mn) to Rs. 83 
mn ($12.4 mn), but most of this increase reflects a much 
higher price for exported naptha -- from Rs. 5.1 mn in 1973 
to Rs. 64 mn in 1974. Officially recorded gem exports 

have increased substantially since the Government provided 
incentives to bring the trade into legitimate channels in 
1973. 





Already under severe foreign exchange and reinvestment 
constraints for several years, industrial production was 
put under even heavier pressure in the first half of 

1974. Both public and private sector industries continued 
to operate below capacity. Examples include textiles at 
55%, cement at 60%, and drycell batteries at 45%. In 

1974 there was little significant change in the relation- 
ship between the pubiic and private sector, although public 
political debate intensified concerning the wisdom of fur- 
ther nationalization of private enterprise. 


Balance of Payments 


Sri Lanka's economy is decisively influenced by eight 
world commodity prices over which it has little or no 
control. These commodities and their January-July 1973 
and January-July 1974 average prices are as follows: 


EXPORTS 1973 1974 
Tea (lb.) Rs. 2.76 ($.41) 3.32 ($.49) 
Rubber (1b.) Rs. 1.33 ($.20) 2.82 ($.42) 


Coconut Products Rs. 0.25 ($.04) 0.83 ($.13) 
(per nut equivalent) 


IMPORTS 
Rice (ton) Rs. 839 ($126) 2,587 ($390) 


Wheat Flour (ton) Rs. 1,099 ($165) » 2,170 ($327) 


Sugar (ton) Rs. 1,613 ($243) 2,723 ($410) 


Crude oil (barrel) $3.30 


Fertilizer (ton) Rs. 472 ($71) Rs. 1,301 ($196) 


Import prices have gone up relatively higher than export 
prices. This trend has greatly accelerated the deterioration 
in the country's terms of trade. According to Central Bank 
figures, the trade balance at end-August 1974 was minus 

Rs. 749 million ($112 million), compared to minus Rs. 28.2 
million ($4.2 million) at the same time in 1973. 





The huge expansion in the trade deficit has forced even 
greater dependence on short-term credits and foreign 
assistance in direct support of the payments balance. 
Credit from European and American banks has expanded 
greatly. During 1974, foreign assistance also increased. 
The World Bank-led Western Aid Group nearly doubled its 
aggregate pledges and commitments to about $150 million. 
Of this, roughly half is expected as relatively rapid 
financial or commodity assistance, 


The IMF has provided significant financial support. The 
oil-producing nations have begun to respond to Sri Lanka's 
repeated requests for help. Kuwait has provided a 

$21 million direct credit and Iran has pledged $67 million 
package of balance of payments, commodity, and project 
assistance. Despite convertible receipts from higher 
export prices, increased rolling short-term credits, and 
greater foreign assistance, Sri Lanka still faces a large 
unfinanced balance of payments gap in 1975. There will 

be further pressure to reduce imports and further need 

of additional, rapidly expendable, external aid, 


Wages, Prices, and Employment 


Industrial employment stagnated in 1973 and 1974, with 

the total work force in this sector declining nearly 

10 percent, Average daily wages in 1973 rose to US $ 

1.95 from $1.86 in 1972. Real wages in agriculture, 
industry, commerce, and government employment have contin- 
ued to decline in the face of accelerating inflation. 

The Central Bank's statistics show a 1973 inflation rate 
of 9 percent for all goods and services, while in 1974 
inflation will probably exceed 12 percent. Unemployment 
and underemployment continue to be major problems. In 

the third quarter of 1973, 17.4 percent of the labor force, 
excluding housewives, was unemployed. Combined with wide- 
spread underemployment, effective joblessness may exceed 
25 percent. 


Efforts to expand the agrarian labor force have been 
intensified, as chronic foreign exchange shortages further 
limit imports required by industry. Man-hours lost by 
strikes in the industrial sector in 1973 remained very 

low, but strikes in the plantation sector rose sharply, 
underscoring difficult working conditions in tea and rubber 
production. 





The Budget for 1975 


In early November 1974, Finance Minister N.M. Perera 
presented the United Front Government's fifth budget, 
covering the fiscal year 1975 (same as calendar year). 
Gross expenditures are projected at Rs. 7,341 million 
against revenues of Rs. 4,525 million. Compared to the 
expenditure estimates for 1974, the food subsidy is 
expected to double to about Rs. 1,000 million, or about 
one-fourth of current expenditure. The deficit is to 

be covered by underexpenditures in both current and 
capital accounts, by some tax increases, by domestic 
bank and non-bank borrowings, by deferred amortization 
of domestic debts, and by funds generated from foreign 
commodity assistance. In contrast to past years when 
dramatic policy changes were part of the budget, the 1975 
budget contains few surprises or major adjustments. It 
does contain revenue proposals which would substantially 
reduce incentives to investment and which would increase 
taxes on private wealth. 


Prospects for Development 


Sri Lanka's economic growth is difficult to project both 
because of prevailing world economic uncertainties and 
because of the country's extreme dependence on agriculture. 
A pattern of near-zero per capita growth in the early 
1970's may continue. Few development targets set out in 
the 1971 Five-Year Plan have been met. In 1974 the 
Government's highest development priority is food production. 
The prime major capital project is a urea fertilizer plant 
designed to use naptha from the country's single petroleum 
refinery. With the Kuwait and Iranian financing recently 
added to Asian Development Bank, West German, and Indian 
commitments, the $110 million project is now expected to 
proceed. Other projects include major irrigation, hydro- 
electric power, fisheries, and light industrial development. 


In the private sector, the Government has under consider- 
ation the establishment of tariff-free export-processing 
zones, but no decision has been reached. Tourism facilities 
continue a major expansion with a second luxury hotel ex- 
pected to open in Colombo during 1975 and with resort com- 
plexes now under construction on both east and west coasts. 





Further investment and construction may be negatively 
affected by tax reforms included in the 1975 budget. 


During i974, Government officials and the press have 
continued to publicize encouraging reports of oil explor- 
ation currently being carried out by Soviet technicians 
in the northwest coast area. So far no commercial ex- 
ploitable reserves have been confirmed. 


IMPLICATIONS FOR THE UNITED STA'TES 


United States-Sri Lanka trade is not large. The major 
American export has been PL 480 and CCC credit-financed 
wheat flour, while tea is the major import. There are 
obstacles to rapid increases in American exports to 

Sri Lanka. In 1974 the chronic foreign exchange shortage 
became more serious, forcing the Government to restrict 
even further imports of manufactured and consumer goods. 
Sri Lanka's traditional trade relations with the United 
Kingdom are declining but still significant. European 
and Japanese trade ties and competitive advantages are 
growing. Distance from the market, high freight rates, 
and competitive credit terms are difficult factors for 
American traders, 


American businessmen should examine carefully the Ceylonese 
market not only for present limited sales opportunities, 
but also for long-term potential. Present possibilities 
include light machinery for industry and agriculture, 
boats and equipment for fisheries, and equipment and sup- 
plies for the tourist industry. Despite stringent import 
restrictions and some competitive advantages enjoyed by 
traditional suppliers, U.S. firms may be able to develop 
sales through response to Government tenders. Small 
tractors, tires, ,some automobile parts, office machinery, 
hardware, chemicals, and special lubricants are now im- 
ported on a monopoly basis by state trading organizations 
for retail sales to the public. Many other items are im- 
ported directly by Government entities for their own use. 
Information on Government tenders is available through the 
U.S. Department of Commerce and from the Sri Lanka Embassy 
in Washington. Favorable credit terms are almost invari- 
ably an element in winning supply contracts. 





Potential investors should read the June 1972 White 
Paper entitled Policy of the Government of Sri Lanka 

on Private Foreign Investment. Although several specific 
incentives may be withdrawn in the near future, this 
publication is the clearest statement of incentive, 
protection, and criteria for investment. As mentioned 
earlier, Government officials have encouraged serious 
investment inquiries during the last 12 months. Within 
the guidelines the Government has set, investment 
potential exists, but firms should proceed only after 
detailed investigation and discussions in Sri Lanka 
with appropriate Government officials and close examin- 
ation of production and marketing feasibility. 


Although short-term prospects for the Sri Lanka economy 

are limited by the serious constraints discussed in 

this report, the country's longer-term economic potential 
should be borne in mind in assessing ventures into this 
market. The country is working hard to solve its prob- 

lems of economic organization and motivation. It can be 
expected to grow moderately as a market for U.S. goods 

and services and to remain a potential location for American 


investment. 





Today, increased energy costs—caused by in- 
creasing demand—boost the price of consumer 
goods, fuel inflation, and hurt our balance of 
payments. 

That’s why conserving energy is a must today, 
especially for you in the business and industry 
community which uses two thirds of our nation’s 
energy. 


Now . . . there’s a book to tell you how to do 
it. It’s called EPiC—the Energy Conservation 
Program Guide for Industry and Commerce. Pre- 
pared for you by the Commerce Department's 
National Bureau of Standards in cooperation 
with the Federal Energy Administration. 

EPIC is a comprehensive handbook that can 
help you establish or improve an energy con- 
servation program in your organization. 

Not only industry and commerce but also hos- 
pitals, universities, research institutes, ANY or- 
ganization that uses energy—and has to pay 
the bills—will want a copy of EPIC. 

EPIC outlines in detail the steps in setting up 
an energy conservation program. 

It contains a checklist of more than 200 Energy 
Conservation Opportunities—suggestions to save 
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energy in a dozen different areas. 


EPIC’s actual case histories of energy saving 
actions help you estimate your potential for 
saving energy——and reducing costs. 

And EPIC contains much more—financial analy- 
sis procedures to evaluate projects, sources of 
information on energy conservation, engineering 
data and factors, an energy conservation bib- 
liography. 

Make EPIC part of your plan to control energy 
use and costs. Make EPIC part of your contri- 
bution to using energy resources wisely . . . so 
we can keep America working and growing. 


To order your copy of EPIC, send $2.50 per 
copy (check, money order or Superintendent of 
Documents Coupons) to Super- 
intendent of Documents, U.S. 
Government Printing Office, 
Washington, D.C. 20402. 

Ask for NBS Handbook 

115, EPIC, C13.11:115. 
Discount of 25% on 

orders of 100 copies or more. 
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